This paper investigates the extent to which the health systems of the Western Balkans (Albania, Bosnia and Herzegovina, Montenegro, Serbia and Kosovo) have succeeded in providing financial protection against adverse health events. We examine disparities in health status, health care utilization and out-of-pocket payments for health care (including informal payments), and explore the impact of health care expenditures on household economic status and poverty. Data are drawn from LSMS surveys and methodologies include 'catastrophic-health' analysis, poverty incidence analysis adjusted for health payments, and multivariate regression analysis. On balance, we find that economic status is significantly associated with health care-seeking behavior in all transition economies and the cost of illness can increase the incidence and depth of poverty. The impoverishing effect of health expenditures is most severe in Albania and Kosovo, followed by Serbia, Bosnia and Herzegovina and Montenegro. Moreover, health care costs seem to place a heavier burden on the weakest strata of the population, such as children and people with chronic illness, with serious consequences for the breaking out of the illness-poverty vicious circle.
Introduction
Major illness is widely acknowledged as one of the most sizeable and least predictable shocks to economic well-being. Adverse health events impose both a direct cost, in terms of the price of accessing health care, and an indirect cost, in terms of the loss of income associated with reduced labor supply and productivity. In the absence of an adequate system of social protection, then, illness can take a large toll on household well-being. Resource-poor households may be compelled to trade the future welfare of all its members against current access to health care for one of them, or opt for inappropriate, ineffective care or an insufficient quantity of care, and in so doing, risk a vicious circle of poverty and illness (Gertler and Gruber 2002) .
Health is a component of well-being so that if health affects household poverty, failure to recognise the incidence (as well as the intensity) of out-of-pocket health payments could result in misinterpretation of trends in poverty over time or of differences between countries (Deaton, 2003) . Since out-of-pocket payments are the most important means of financing health care in most developing countries, measuring the impoverishing effect of adverse health events may help to make the leap from poverty reduction goals to welfare policy implications (see Krishna 2007) .
The objective of this paper is to assess the extent to which the current health systems of the Western Balkans are able to protect households from the impoverishing effects of adverse health events. The four Western Balkan countries of Albania, Bosnia and Herzegovina, Serbia, and Montenegro, and the province of Kosovo have all undergone significant transitions in the past decade or two, which have followed a series of regional conflicts. 4 After an initial phase focused on macroeconomic stabilization and reconstruction, reforms are now focusing on enhancing economic growth, promoting employment generation, and encouraging the containment and 4 Kosovo is a province of Serbia, administered by the United Nations, under UNSC resolution 1244. Its Provisional Institutions of Self-Government have recently declared independence from the Republic of Serbia, which contested the act, and, as the Republic of Kosovo, received partial recognition. For the purposes of this paper, Kosovo is treated as a separate unit of analysis. The Former Yugoslav Republic of Macedonia is excluded from the analysis because its last LSMS-type household survey was conducted in 1996. Since then, only household budget surveys have been completed but they do not contain the type of health expenditure data needed for comparative analysis.
efficiency of public spending 5 . In the health sector, all countries of the Western Balkans have either initiated or are contemplating major reforms. The main challenge is to make progress towards achieving health system objectives, namely improving population health status while providing protection against the financial costs of illness and reducing poverty.
We use recent household surveys from Albania, Bosnia and Herzegovina, Montenegro, Serbia and Kosovo in order to estimate the effect of health care expenditures on economic status and poverty, as well as to explore economic inequalities in health status, health care utilization and health care expenditure.
There is abundant anecdotal evidence on the economic impacts of adverse health shocks in both developed and developing countries (Narayan, 2000; WHO, 2002) . There is a lack of systematic evidence, though, on poverty estimates adjusted for health care payments, especially in transitions economies. Monitoring wellbeing and poverty as dependent on both income and health is of crucial importance as to inform welfare policy decisions.
The idea that absolute income (and poverty) matters for health status has been developed decades ago by providing cross-country evidence of a concave relationship between national income and life expectancy (Preston, 1975) . The same non-linearity has been observed much later within (developed) countries by showing the protective effect of income and its diminishing returns (i.e.
as income increases, the shadow price of health care declines more for worse off people) (Strauss and Thomas, 1998, Deaton, 2003) .
On the other hand, the seminal work of Grossman (1972) has been very important in showing that health status is the result of investing in 'health capital', which produces an outcome of healthy time. This is to say that health matters for income as well. Beyond this, much of the economics literature has been focused on the identification of the direction of causality, and often 'third' 4 factors (such as age, sex, education) have been identified as important in the health-poverty nexus (e.g. Case, 2001 , Smith 2005 . Gertler and Gruber (2002) provide evidence that illness reduces labor supply and household income in Indonesia. Similarly Wagstaff (2005) finds evidence that health shocks are associated with a reduction in consumption in Vietnam, in particular for uninsured and better-off households (because the poor are 'health-care rationed'). Dercon and Krishnan (2000) show that in Ethiopia the consumption risks associated with health shocks are not borne equally by all household members (see also Krishna, 2006) . In addition, estimates are available for at least six Latin American countries 6 (Baeza and Packard 2005) , China (Lindelow and Wagstaff, 2005) , Thailand (Limwattananon 2007) , and fourteen Asian countries and territories 7 . A recent WHO article, using survey data from 89 countries, finds that 3% of households in low-income countries, 1.8% of households in middleincome countries and 0.6% of households in high-income countries incur catastrophic health expenditures (Xu et al. 2007) 8 .
We add to this literature by providing new empirical evidence on the impoverishment impact of health spending on poverty in five key transition economies of the Western Balkans, measuring the actual costs of ill health and providing poverty estimates adjusted for health care payments.
To the best of our knowledge, the estimates presented here are the first available for the Western Balkans.
The rest of the paper is organized as follows. In section 2 we discuss the institutional setting and present our five survey data. Section 3 reports descriptive statistics of economic disparities in health status, health care utilization and out-of-pocket payments for health care (including informal payments) across countries and socio-economic groups. In section 4 we present the 'catastrophic impact analysis' of health care expenditure and the effects of these payments on 6 These include Argentina, Chile, Columbia, Ecuador, Honduras and Mexico. 7 These include, among others, Bangladesh, China, India, Nepal, Vietnam, Sri Lanka, Thailand, Malaysia and Kyrgyz Republic. 8 They consider catastrophic expenditure as having occurred when a household spends 40% of its capacity to pay (defined as total spending minus estimated food needs) on out-of-pocket health payments.
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are self-reported, and a distinction is made between the severity of illness, namely chronic and sudden/acute 9 .
Information is available in all surveys on the utilization and costs of different types of health services, as well as medicines, although the types of services listed sometimes differs across surveys. Also, information on health insurance is not available for Serbia and Kosovo (which has no social health insurance scheme).
In most places (i.e. in Albania, Serbia and Kosovo), the questionnaires distinguish between formal health payments, transportation costs and informal health expenses. Yet, although specific questions were included in the LSMS on both formal charges for consultations and the value of unofficial 'gifts' (in cash or in kind) made to the medical staff, it is likely that at least some respondents may not know whether the formal charges they paid were 'official' or not. Underestimation of out-of-pocket payments for drugs and medical supplies is less likely because all LSMS surveys distinguish between payments for drugs covered under a prescription and other drugs.
A last source of heterogeneity across the health modules in the household surveys is the period under analysis. Most questions refer to health-related events in the past 4 weeks, but some refer to the past 12 or 14 months. An effort has been made to homogenize the time span, but imputed figures should be treated with caution because health care utilization due to a sudden illness shock may vary over time.
There are many approaches to measuring living standards, including direct approaches (e.g. income, expenditure, or consumption) and proxy measures (e.g. the construction of asset indices).
We use total per capita expenditure as the main living standards measure, a decision that is driven by data availability. In order to obtain this measure, households are ranked by real total expenditure (consisting of all types of consumption by the households including food, non-food, utilities and education expenses, as well as the use value of durable goods owned by the 7 household), adjusted for household size. Quintile measures of living standards, in which households are classified into five equal-sized per capita consumption quintiles, are also used.
The concepts "poor" and "non-poor", when used in this paper, refer to those below and above the National Poverty Lines calculated in local currency units (LCU) by the World Bank Poverty Assessment team (and henceforth referred to as the PA poverty line). the country and all health expenditure is financed from the general budget and user fees, with some additional, but declining, off-budget donor support (Bredenkamp and Gragnolati, 2007) .
Context
Three main financing sources can be identified in the health sector. These include social health insurance (i.e. compulsory contributions in the form of payroll taxes), governmental revenues (in the form of direct and indirect taxes) and out-of-pocket payments (paid directly by the patient at the point of service). In some countries, Herzegovina, more than half of total health care financing is in the form of out-of-pocket payments made by households, potentially rendering the health systems in these countries less accessible to the poor. There is substantial cross-country variation in self-reported morbidity, including both chronic and sudden illness. Table 2 shows that while only 6% of Montenegrins report a chronic health condition, about 14% of Albanians, 22% of Serbians, and 25% of people living in Bosnia and Herzegovina do. For those countries for which data are available, the pattern of sudden morbidity reveals a similar ranking, with the lowest incidence of sudden illness in Montenegro (7%), followed by Albania (8%) and Serbia (14%).
There is substantial variation in the proportion of the population that sought any type of health care in the four weeks prior to the survey. As few as 9% of the population of Montenegro sought any type of health care in the four weeks prior to the survey, but the figure rises to 14% in Albania, hovers around a fifth of the population in Kosovo and Serbia, and reaches almost a third of the population in Bosnia and Herzegovina
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. Around 4-5% of people in each country reported being hospitalized in the previous year. Health care utilization appears to be higher in countries with a higher incidence of illness, but since morbidity data is self-reported the causality could lie in either direction. Again, rates vary by age and gender, with women more likely to seek medical care than men, but gender differentials in health-seeking behavior disappear once differential morbidity is controlled for. Table A2 in the Appendix lists the actual questions asked in survey. **Percentages refer to the past 4 weeks for all except Bosnia and Herzegovina where they refer to the past 14 months. ***Percentages refer to the past 12 months for all except Bosnia and Herzegovina where they refer to the past 14 months.
Economic disparities
In Table 3 , the relationship between the economic status of the household, on the one hand, and health status and health seeking behavior, on the other hand, is examined. One cannot generalize about the relationship between economic status and health care utilization. While in Serbia and Kosovo, there is not much variation in hospital utilization across consumption quintiles, in Albania and Bosnia and Herzegovina health care utilization falls slightly as economic status increases. Utilization of treatment for acute care is more closely related to economic status than utilization of hospital care, and in all countries utilization of outpatient care tends to increases as economic status improves. The extent of variation across quintiles differs from place to place, though: it is very small in Albania, in Serbia and Kosovo, but nearly doubles in Montenegro.
In Albania, Serbia and Montenegro (i.e. the three countries for which sudden illness data are available) the incidence of sudden illness falls as economic status rises, in general, but in Serbia and Montenegro, the incidence of acute illness rises sharply again in the richest quintile where a very high incidence of illness is reported. This result could be explained by the possibility that those in the richest quintile are more knowledgeable about their health status because they can afford to have their illnesses diagnosed. There is no clear variation in the incidence of chronic illness across quintiles. This may be the direct consequence of the difficulties of access to preventive health services by poor people, leaving them more vulnerable to illness. Yet, factors that influence illness perception and health seeking behavior are complex. One argument proposed in the literature is that the very poor, lacking the resources to access medical care easily, define illness more narrowly than those able to afford treatment (Falkingham, 2004) . The poor may also defer health care utilization until their illness is severe.
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There is a very strong direct relationship between economic status and health insurance in all countries for which the information is available: a greater percentage of people in the upper quintiles have health insurance than in the lower quintiles.
An examination of the relationship between economic status and the type of health care utilized (Table 4) shows that, with occasional exceptions, the poor systematically use less of almost every type of health service that those who are better-off. These services include both public and private care, such as public ambulatory care, providers of alternative medicine, inpatient hospital care, private doctors, private nurses and dentists. A noteworthy exception is Montenegro where a greater percentage of the poor than the rich utilize hospital care, but this could be the result of the fact that the hospital care variable for Montenegro also includes outpatient care, for which private doctors are a substitute. With the exception of Montenegro, the consumption of non-prescription medicine is also significantly higher among the non-poor than the poor; for some countries, the magnitude of difference is substantial, e.g. in Serbia where consumption is double.
Geographic and economic disparities in out-of-pocket expenditures
Out-of-pocket expenditures constitute a fairly large share of total health care expenditure in the Western Balkans. The magnitude of out-of-pocket expenditure is driven by factors such as the level of co-payments, the prevalence of informal payments, the use of private providers and coverage by social health insurance. In some countries, and for some population groups, the magnitude of these expenditures is sufficient to have a substantial impoverishing effect on households.
The available data enable one to distinguish between expenditure at different types of health care facilities, such as public, private, inpatient and out-patient, and also between different types of expenditures, namely general health care expenditure (including primarily medicines, along with 14 treatment and laboratory costs), transportation expenditure and informal expenditures (which are unofficial, but typically not voluntary) 11 . Table 5 shows that most of the health expenditure incurred by those who seek care consists of general medical expenses. For poor households, transportation costs and informal payments represent a relatively big share of total health expenditure, and constitute a larger share among the poor than among the rich (except in Montenegro). The share of informal payments is highest in Albania where households at the poorest end of the income distribution pay, on average, 8% of their total health expenditures in the form of informal payments compared to 4% in the richest quintile. In Serbia, the rich pay a greater share of their health expenditure as informal expenses than the poor do, but the share of expenditure that the poor allocate to transportation expenditure is twice that which the rich do. Kosovo is the only place where households pay more or less the same across the income distribution. Total health expenditure can be considerable especially for the poor. In Table 6 , we present health expenditure as a percentage of total gross expenditure, by per capita consumption quintile
13
. On average, households belonging to the bottom fifth of the consumption distribution spend less in level but more in percentage terms on total health care (including transportation costs and informal payments) than households in the richest quintiles. In Albania the poorest spend about half of what the richest spend for health care, but these expenses represent twice the share of total expenditure. In Kosovo, as well, the highest burden of health expenditure is borne by the poorest quintile of the population: the poor spend about the same as the rich on health care, but this expense represents 13 percent of their total consumption compared to 4 percent for the richest. By contrast, in Bosnia and Herzegovina, Serbia and Montenegro, the poor spend much less than the rich for health care and the share of total household expenditure devoted to health care is more similar across quintiles. expenditures on households wellbeing: (i) the incidence and intensity of catastrophic health care payments, and (ii) the effect of out-of-pocket payments on poverty headcount and poverty gap measures. The analysis of 'catastrophic' expenditure on health care involves measuring the extent to which health costs incurred exceed or fall short of different threshold levels, i.e. the degree of 'catastrophe' experience by a household, and the impact on poverty measures. The second approach relies on the conception of fairness in payments for health care in that spending on health care should not push households into poverty-or deepen existing poverty (see Wagstaff and van Doorslaer 2003) . Table 7 presents the incidence (headcount) and the intensity (gap) of catastrophic out-of-pocket payments. The headcount is the percentage of individuals whose health care costs, expressed as a proportion of income, exceed a given discretionary fraction of their income, z; the mean gap is the average amount by which payments as a proportion of income exceed the threshold z. The incidence and intensity of the occurrence, though, are related through the mean positive gap (MPG) which is defined as the gap over the headcount 14 . The sensitivity of the analyses to different threshold levels is tested.
14 The headcount, H, only captures the incidence of any catastrophes occurring, while the gap, G, also captures the intensity of the occurrence. They are related through the mean positive gap which is defined as
, it means that the overall 'mean catastrophic gap' equals the fraction with catastrophic payments times the mean positive gap. The table shows that in Albania, for instance, as much as 5% of the sample recorded out-of-pocket payments (as proportion of income) that exceeded 25% of their pre-payment income, with an average degree of 0.5%. Decreasing the threshold level to 10% raises the proportion of the population with catastrophic payments to almost 21%, while the mean gap rises to 2%. As expected, both the incidence and intensity are larger when catastrophe is defined at a lower threshold. As thresholds increase, the MPG increases in all countries. It is therefore clear that most of the increase in the MPG is due to a modest decline in the mean gap relative to the headcount as the threshold is raised. The 'catastrophic' effect of health costs manifests itself more as an increase in poverty incidence than a deepening of poverty among those who are already poor.
The variation in catastrophic health payments across Balkan countries is also illustrated graphically in Figure 1 which shows, for each country, the share of health expenses or out-of-pocket payments (OOP) by cumulative percentage of population, ranked by decreasing payment fraction. The horizontal axis in Figure 1 shows the cumulative share of the sample, ordered by the health expenditure ratio, beginning with individuals with the smallest ratio, while the vertical axis shows the oop as a proportion of total expenditure (and represents any possible threshold level). The incidence and intensity is larger in Kosovo and Albania, followed by Serbia, then Bosnia and Herzegovina and Montenegro, where the impact is the smallest. Indeed, if the threshold is set at 10% of the pre-payment income, for instance, the Figure 1 (and Table 6 ) show that in Kosovo the headcount of people spending more than the threshold for health care is around 26% of the sample, in Albania around 21%, in Serbia 12%, in Bosnia and Herzegovina 3% and in Montenegro around 1% of the population.
Moreover, the area under the payment share curve, but above any threshold level, is the intensity or mean catastrophic gap, which is largest in Kosovo and Albania and smallest in Bosnia and Herzegovina and Montenegro for any threshold level. Yet, even in countries with fairly low average catastrophic expenditure shares, the distribution of those expenditures can be quite uneven within the country, with segments of the population devoting large shares of their consumption expenditure to health care. For example, while Montenegro seems to bear the smallest burden of out-of-pocket payments, many people seem to incur little or no expenditure and a few sick individuals have very high expenditure on health care. This can be seen in Table 8 where, for all distributions of out-of-pocket health payments as a share of total expenditure, the mean substantially exceed the median and the coefficients of variation are large, in particular in Montenegro. 
Effect of out-of-pocket payments on poverty measures
In Table 9 , we use a second approach to assess the poverty impact of health care payments. It consists of comparing the poverty measures before and after health care spending is taken into consideration.
Given data availability, we use the PA Poverty Lines, calculated in local currency Table 9 shows that health payments increase the number of poor Albanian households from 13% to 16% of the total population, i.e. poverty headcount increases by 20 percent. The relative impact on the measured poverty gap is even larger (34 percent). Looking at differences across countries, overall the impact of health expenditure on poverty headcount is not negligible: health payments increase the incidence of poverty by 15% in Kosovo, 13% in Serbia, 10% in Bosnia and Herzegovina and 6% in Montenegro. Also the after-health-payment poverty gap increases by 28% in Kosovo, 20% in Serbia, 11% in Bosnia and Herzegovina and 1% in Montenegro. Where the poverty gap after accounting for out-of-pocket payments is typically larger than adjustments to the poverty headcount (e.g. in Albania, Bosnia and Herzegovina and Serbia), this means that health care payments not only raise the prevalence of poverty but also its intensity.
The magnitude of these results should be treated with some caution because of potential bias. If poor people are less likely to seek care, the after-health care-payment headcount may be downward biased; on the other hand, if rich people are more likely to be insured, the measure will be upward biased.
While no causal relationship can be inferred from above results, it is undeniable that taking into account health care payments notably raises the incidence and intensity of poverty in the Western Balkans. The greatest differences are found in Albania and Kosovo, followed by Serbia. Montenegro is notable for the degree of financial protection its health care system appears to provide.
Health related behavior and household wellbeing: a multivariate analysis
In this section we carry out a set of country-specific regressions that shed light on the relationship between health and poverty outcomes while controlling for the main socio-demographic characteristics 15 .
In Table 10, Results show that the likelihood of poverty is, in general, higher among those who have experienced ill health. In both Albania and Bosnia and Herzegovina, the probability of poverty is higher among those who have experienced a chronic illness, and in Montenegro and Serbia the probability of poverty is higher among those who have experienced sudden illness than among those who have not. Also, everywhere (except Kosovo where an effect could not be detected), health care utilization and health insurance is negatively associated with poverty. This may suggest that having health insurance and health care utilization protect households from poverty. However, the signs on these variables might be downward biased by the fact that poor people are more likely to be ill, less likely to seek health care and less likely to be insured. In other words, there is a reverse causality between poverty and health-related variables that does not allow us to draw inferential conclusions about the actual impact of health care demand on poverty.
In order to further explore the latter issue about the importance of economic status in shaping the health seeking behavior of people living in the Western Balkans, we estimate a health demand model as a function of socio-economic variables, individual health status indicators, a set of demographic 16 The presentation of these correlation effects is purposefully useful for the subsequent presentation of the health demand model estimation.
characteristics, and regional and ethnicity fixed effects as to control for (unobservable) aggregate determinants.
17 Table 11 presents the results of a probit model of health care utilization for the whole population of each Balkan country (where the dependent variables is equal to 1 if individuals report to have used any medical service in the last month), and for sub-populations of different ages so as to capture agespecific variation in health-related variables. Overall, we find that health status, economic status, education, and demographic household characteristics are significantly predictors of health behavior.
Not surprisingly, those who have experience ill health (both chronic and sudden) are more likely to seek care. Having health insurance also significantly increase the person's probability to use health care (at least for those countries for which insurance data are available).
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Economic status, as measured by consumption quintiles in the reported specification, is positively and significantly associated with the probability of seeking care, and in most cases the coefficients increase across the expenditure quintiles. This is to say that individuals in the richest quintiles are significantly more likely to use health care services than anybody else, and the likelihood to seek care increases with income. In Albania, for example, people in the richest quintile have almost 10% higher probability of seeking health care than individuals in the poorest quintile; the same probability is 13%
higher in Bosnia and Herzegovina, 10% in Montenegro, and 16% in Serbia. Kosovo is the only case where we fail to find a significant effect of economic status on health care utilization, but this is also the only case where control variables for health status are not available (and negative income effects may reflect the negative correlation between health status and well-being). These results are robust to alternative regression specifications (e.g. a quadratic and cubic consumption variable specification and the inclusion of a dummy variable for poverty status) showing that a marginal increase in household well-being increases the health care demand (at a decreasing rate), and that being poor significantly hinder health seeking behavior. 17 The Western Balkan countries were born to a large extent on an ethnic basis so that ethnic minorities in each country are very much characterized with respect to the ethnic majority. Including a set of ethnicity dummies contribute in capturing unobservable characteristics that may lead to an estimation bias. 18 Of course, the insurance variable may suffer potential endogeneity bias, but it is reassuring that excluding it does not lead to different results.
Furthermore, controlling for all other factors, females are generally more likely to seek care than males. The probability of health care utilization increases also with the level of education, as the latter may affect both the perception of one's health status (i.e. one's diagnostic ability) and the ability to access health facilities. Interesting results are obtained with respect to the ethnicity variable, as some ethnic groups seem significantly more or less likely to seek care than others. In Albania, for example, Roma are significantly less likely and the Greek are significantly more likely to seek medical assistance than the Albanians. Finally, differences in health-seeking behavior may also reflect the variation in the availability of health providers across regions. Results show that people living in rural (remote) and sub-urban regions are less likely to seek care than those in the main urban centers.
These effects, including the income effect, do not hold across all age categories, though. Specifically, it appears that the lack of economic resources may hamper the care-seeking behavior for children more than that of adults (see, for example the model for Albania and Montenegro), hindering a intergenerational breaking out of the illness-poverty vicious circle.
Lastly, we plot the effect of the economic status on the predicted probability of health seeking behavior by severity of illness (i.e. by differentiating between people suffering from a chronic longlasting illness and those who reported a recent sudden injury or health shock). In all countries for which such information is available, the health seeking probability increases (at a decreasing rate) as income increases, but chronically ill individuals are systematically less likely to seek care than those who experience sudden health shocks. More specifically, differences by severity of illness are much larger at low levels of income, suggesting those who suffer more from the economic costs of illness are the weaker sub-population group of the poorer with chronic illness (this is especially the case in Montenegro). 
Conclusions and implications for policy
In this paper we used data from household surveys to examine the relationship between health, health care utilization, out-of-pocket payments and poverty in Albania, Bosnia and Herzegovina, Montenegro, Serbia and Kosovo. Most of these countries have either initiated or are contemplating reforms of the heath sector. A key policy concern is recognizing the effect of household expenditures on poverty, and the extent to which such payments act as a barrier to health care utilization.
Our descriptive and inferential analyses have shown that there are significant differences in healthcare utilization rates across socio-economic groups in the transitional Western Balkan countries.
Overall, private out-of-pocket health care payments are burdensome and appear to discourage health care seeking behavior, especially among the poor. Health care payments sustained by the poor are made up primarily of official payments (for inpatient and outpatient care) and, then, by transportation costs (which are particularly high in Serbia and Kosovo) and informal payments. Informal payments are higher in rural or remote regions, where they possibly compensate for lower salaries or inefficient local public expenditure.
Private out-of-pocket expenditure on health care appears to increase the incidence of poverty and push poor households into deeper poverty. Our findings show that the financial impact of out-of-pocket payments appears to be greatest in Albania and Kosovo. In Albania, where more than 60 percent of health care costs are paid out-of-pocket by households and only one third comes from public spending, we find that after accounting for out-of-pocket payments to finance health care, the headcount poverty ratio increases by 27% and the poverty gap by 36%. Also in Serbia, where health insurance is compulsory, the poverty impact of health payments is far from negligible: health-related expenses increase the incidence of poverty by 17% and while the burden of health care expenditure seems to be fairly similar across the income distribution, high transportation costs may have a significant impact on health seeking behaviour. In Kosovo, where the health system is tax-funded, we find that health care expenses represent 13 percent of the total consumption of the poor compared to 4 percent among the richest. Health care utilization is fairly high, households pay more or less the same for health care across the income distribution and, unlike in other places, in Kosovo the results from the regression analysis show that economic status is not significant in shaping health care demand. This could be the result of relative equity in access to health care and relative inequality in the ex-ante or pre-payment income distribution (as can be observed from the net expenditure distribution by quintiles) 19 . Finally, Bosnia and Herzegovina and, especially, Montenegro seem more able to provide households with financial protection against illness. However, in Montenegro the incidence of illness is low, as are health care utilization rates. Therefore, while on the one hand the health system seems to offer greater financial protection, this result may be affected by a smaller demand for health care.
Finally, multivariate analysis of the socio-economic correlates of health demand show that health status, economic status, education, and demographic household characteristics are significant predictors of health care seeking behavior. In particular, being economically better off is significantly associated with the probability of seeking care and in Albania people in the richest quintile have almost 10% higher probability of seeking health care than individuals in the poorest quintile; the same probability is 13% higher in Bosnia and Herzegovina; 10% in Montenegro; and 16% in Serbia.
Kosovo is the only case where we fail to find a significant effect of economic status on health care utilization (but this is also the only country where control variables for health status are not available).
Finally, our findings show that the lack of economic resources may place a heavier burden on the weakest strata of the population, in particular children and people with chronic illness, with serious consequences for a future breaking out of the illness-poverty vicious circle.
As countries in the sub-region continue the process of health system reform, one area that will have to receive attention is how to protect vulnerable groups from the impoverishing effects of health care expenditure. Some areas that could be considered include revisiting the user fee structure -both its design and implementation -to consider different exemption criteria, the progressivity of co-payment schedules and the interaction between formal and informal payments; examining the constraints on the expansion of health insurance to uncovered groups, such as agricultural workers and the informally 19 It is worth bearing in mind that the data used for Kosovo in this paper were collected in 2000 during a period of great political volatility before the Ministry of Health was established (February 2002). employed; ensuring a more equitable geographic distribution of health care facilities or subsidizing transport for the rural poor so as to reduce the high transportation costs; and exploring the potential role of private sector providers and insurers in expanding access to care (see also Gertleer and Gruber, 2002; van Doorslaer et al., 2007) . Protecting households from the impoverishing effects of adverse health events ought to be a key objective of health systems in all countries and the achievement of it, within the constraint of ensuring financial efficiency and sustainability, will lead to important welfare gains in terms of both health access and poverty reduction. 
